transfer payments by raising taxes as early as the winter of 1990-91: [] it was advisable on cyclical grounds, as the economy was then booming;
[] it was advisable on growth policy grounds, as the transfer payments were being used mainly for consumption, and [] in my opinion it was advisable for these reasons even on constitutional grounds under Article 115 of the Basic Law.
The consequence of the failure to change track in the winter of 1990-91 is that Germany entered the present recession in 1992 with a public sector budget deficit of DM 87 billion (equal to 2.9% of GDP) and a debt mountain of DM 1,200 billion (equal to 40% of GDP).
Further government borrowing, which would now have been justified on cyclical grounds, was out of the question, as it would have seriously shaken confidence in the German currency. The fiscal authorities had already shot their bolt before battle was joined.
The future path will be difficult. As long as the recession continues, there can be no thought of reducing the public debt. However, as soon as the economy is again working almost to capacity-probably in late 1994, according to the autumn forecast by the economic research institutionsserious measures must be taken to tackle the problem. The need for transfer payments will still be undiminished at that point, so that the Government will not have a choice between cutting expenditure and raising taxes: it will have to do both. It is to be hoped that the additional burdens that will be placed on the economy will not have too serious an effect on the propensity to invest. Perhaps the return to a sound, credible economic policy will restore confidence in the long-term international competitiveness of the German economy to such an extent that the additional burden will appear tolerable.
Michael Frenkel*

Germany's International Competitive Position
Under Siege G ermany is sailing through rough waters. The German economic miracle seems to be over.' Although the concern about an unsatisfactory economic performance has risen in many industrial countries, it is now frequently argued that the adverse economic developments may be more pronounced in Germany than in other countries. 2 According to these arguments Germany is losing international competitiveness, which may soon lead to a decline in the standard of living and require a reduction in real wages.
A crucial reason behind the concern about Germany's international competitive position is the weak export performance since 1990. As Figure 1 shows, growth in German real exports has been considerably lower than growth in real world exports. In 1993 the volume of exports will even have gone down compared to 1992. The weak German export performance has raised concerns in political, business and research circles about the future international competitive position of German products. It is feared that the end of the current recession in Germany and other industrial countries will not lead back to a satisfactory performance in Germany's export industries. In this context it is often argued that there have been structural weaknesses for quite some time but have only recently become more evident.
Undoubtedly, the weak German export performance can be due to a number of factors, for example the trade diversion resulting from German reunification and the recession in Germany's main trading partners. In fact, some argue there is no competitiveness problem in Germany and the poor economic performance is solely due to recessionary effects. This suggests that an evaluation of Germany's competitive position needs to be based on a more detailed analysis of recent developments Unfortunately, competitiveness and the attractiveness of a country to investors are not very easy to identify because there is no single indicator that shows how a country's competitive position has changed over time. Instead, a number of indicators have been proposed to measure competitiveness. In part, they aim at identifying the industries most seriously affected by such changes and the reasons for a change in competitiveness. Therefore, some of these indicators will be examined in more detail.
Export Market Shares
In evaluating thecompetitiveness of acountry, the focus is often on exports. One possibility to evaluate the competitive position of the export sector is to look at the performance of export values, and not on export volumes as in Figure 1 shows in the lower line that the overall value of German exports as a share of world exports has hardly changed since 1987. Given the smaller growth of export volumes indicated in Figure 1 , this implies that prices of German exports have increased more than average prices of world exports. However, the same graph shows in the upper line that the share of German exports in OECD exports has gonedown slightly. The graph on the right side of Figure 2 shows the same result for manufactured goods. This suggests some decline in international competitiveness over the past years.'
The indicators based on world market shares show a mixed picture until 1992. Due to the expected decline in German exports in 1993, there will be a clear decline in Germany's market share in 1993. However, a country's export share is a backward-looking indicator and thus does not tell much about likely future developments.
Real Exchange Rates
Changes in international price competitiveness are often examined by looking at various real exchange rate measures. The upper part of Table 1 shows unit labor costs of Germany and the other G-7 countries relative to the rest of the OECD countries. The data indicate an increase in Germany's relative unit labor costs between the end of the 1980s and 1993 of roughly 9 percent. Relative export prices of manufactures rose by about 6 percent over the same period.
While both changes could suggest a deterioration of Germany's competitive position, such an interpretation is not generally warranted. An increase in relative prices or costs could -under certain conditions -indicate an increased competitiveness of a country. This would be the case, if due to high demand for a country's goods, producers could increase prices and wage earners could succeed in pushing up wages. The relative price increase may also be triggered by an appreciation of the exporting country's currency.
In the case of Germany, it is therefore necessary to ask whether this opposite interpretation of a change in the real exchange rate is warranted. An answer can be derived from the current account development. If an increase in a country's relative prices or costs reflects an improvement 3 In discussing competitiveness the focus is sometimes on domestic indicators like productivity and real wages. However, since this paper tries to look at likely future developments in German trade, we focus on international indicators.
One caveat of this interpretation must not be overlooked. While world exports include exports to the new L&nder in what was East Germany, German exports do not include East-West German trade before 1991 and trade between the new and the old L~.nder since 1991. German exports are thus somewhat underestimated by the shares shown in Figure 2 .
